By THOMAS M. HOLLOWAY

' TEANSFER payments to persons by
the Federal Government are income
payments, pgenerally in monetary
4 forvn, for which no current services
are renderad.’ For a variaty of rea-
sons that will be discussed in thia ar-
_ ticle, the increase in these payments

actelervatad in about LO70; from 1870
to 1981, they incressed more than
fourfold, from $61 billion to $281 bil-
lion {teble 1). Their annual rate of
growth of 15 percent was considerably
higher than that of total Federal Gov-
ernment expenditures (12 percent)
and total personai income (10 per-
eent), of which they are componenis.
As percentages of hoth, transfer pay-
ments rose sharply from 1970 to 1975,
- Bubsequently, they leveled off at ap-

proximetely 41 percent of toéal ex-
panditores and flugtuated sround 11
percent of total personel income,
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L In the national income and product Bécokni
TNIPAS), there are bwa componunts of Federn! feane
fer payments; to persane and o foyelgners. Thin arti
* oo deals only with the former, which it detailed in
NIFA tatle 311,

Sources of Change in Federal Government
Transfer Payments to Persons, 1970-81

The growth in the level and the rel-
ative size of transfer payments can be
attributed to several sources: (1) auto-
matie cyclical effects, (2} antomatic In-
flation effacts, and (3) legislation and
other factors. Automatic cyclical ef-
fects arise from the responsiveness of
peveral transfer programs to the level
of unemploymeni.® Changing unem-
ployment causes the number of
beneficiaries or the payments per ben-
eficiary to change automatically for
such transfers as reguler and ex-
tended unemployment benefits; old-
age, sarvivors, and disability insur-
ahce (OASDI benefits; food stainps;
and veterans readjustment benefita.
Changes in tranafer payments atteib-
utable te cyclical effects tend o be
offeatting over time—rising during
downturne and falling during up-
turne.

Automatic inflation effects arise
from the response of programs to
changes in the pgeneral level of
prices.? Indexed programe—those that
are linked by legislation to changes in
a price index—include QASDI, rail-
rond retirement benefits, militayy re-
tirement benafits, Faderal civilian re-
tirement benefits, workers' compensa.
tion for Federsl employees {FECAJ
c¢oal miners’ dissbility and survivor

Z. For o detailed dexsvintion of the inlfenl rmpan.

sivenees of individual progrems, sse Frank de Lesaw,
Thomas M. Holloway, Darwin . Johoson, David 5
McClain, and Cherles A, Waite, ""The High-Emgloy-
ment Budgst: Hew Estimates, 1955-30." Sumvev oF
PURRENT Bremess #) (Movember 13RO 41-3; and
Darwin 3. Johnson, “Sensiblvity of Faderal Expandi-
lures to Unenployment,” Fublie Finanee Quartenly,
vel. 8, poe 2 Wenuaiy 1951k 521,

8. Far a dslsibed dasoviption of the inflation senalliy-
ity of individual programs, mes U3, Sanata,
Commilter on the Budgel, fodevation of Federd Pro-
prems, by Congressionsl Research Service (Waghing-
Lon, DL U5, CPO, 19811

bensfits (black !ung program), food
stamps, supplemental security income
(881}, and veterans pensions and sur-
vivor benefits. Nonindaxed inflation-
gensitive programs—thoze that auto-
maticelly change with changes in
prices but are not linked by legisle-
tion to a gpecific price index—include
unemployment benefits and medicare.
Uniike the cyclical effects, which tand
to be offsetting, the inflation effects
tend to be cumulative; current bene-
fits levels reflect not only the most
recent infletion adjustment, but also
the inflation adjustments of the past.

Legislative changes, in addition to
introducing and eliminating pro-
grams, affect the number of benefici-
aries or benefits per beneficiary in on-
going programs. The distinction be-
tween this source of change, on the
one hand, and automsetic cyclical ef-
fects and automatic inflation effecta,
on the other, is that legislative
changes are discretionary ections. For
axample, major soctal seeurity benwefit
increases wera legislated prior to the
beginning of the automatic indexing
of the program in 1¥75.

Boveral other factors may affect
transfer payments. Demographic
changes affect programe with age-gen-
sitive eligibility requirements, such as
social security and medicarse. Noncy-
clical prowth in real weges affects
programs with wage-senaitive benefits
levels, such ss unemployment bene-
fits. Also, the willingness of eligible
beneficiaries to apply for benefits may
change with the degree of public ac-
ceptancs of the programs.

The next section of the article pre.
gsenta an overview of the sources of
change in transfer payments. The
final section describes each major pro-
gram.
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The avuwrces of change! overvlem

Table 2 and chart 10 show chenges
in transfer payments and estimates of
antomatic cyclical effects (cycle-din-
duced changes), automatic inflation
effects  (inflation-induced changes),
and changes due to legislation and
other factors. The cytlednduced
chenges have increamsed transfer pay-
ments during cyclical downturns, and
have decreased them during recover-
jes? The btwo periods with marked
cycle-induced increases in transfer
payments over several guarters were
during the 1974-75 recession and the
1980 roceagion. The long period of
cycla-related decresges in  transfar
payments from the fourth quarter of
1975 to the second quarter of 1979 re-
flects steadily declining unemploy-
ment rates during the pariod.

Inflation-induced changes have in-
creased iransfer peyments during
avery quarter of the 1970 and 1980's,
reflecting the continuous upward
movement in. prices during the
peried.® Sharp upward movements are

{. Cycleinducad chonges in transfer payments ere
mantured using procedures developed in etimating
the high-employmant budpak In sotimates of Lhe high-
umploymenit  budget, crclically seallive expenditore
pragrama are adjusted Lo lvels cooslmeot with the
high-empoytient urinployment rabe—approscioalsly
L1 percent minee 1376, Expendilura sdprstments—dil-
farences brtwsen program kevedn uwpdey actusl sondi-
Hong and under high-employment conditione—mllacl
the ¢ycle-induend dollar lavels of Lha programe resylt-
jng o the daviatlon of the actuel unemployment
rata from the high-smployment unemployment race
(hangrt In these expenditure sdjustmenls ellest
changes in the orgrame atidiboteble fa cyelieal
changes, The specillc proceduras (or estimalivng the ex-
penditure adjottmenia by peogran are discussed in de
Leswsr, 2t al, “High-Employment Budget: Mew Esti-
matas, 1955-50" pp. 20-21, 4148

b, The procedures 10 eslimale the infalion-indoesd
changes ars showm below. For sach program, letting
Mathe number of benefkciaring, B=raal benelit per
banefledary, and F=g price index pridta to tha
program, lotel benelils by program, B, eric

A=NEP

Changes is banefts can be faelored 28 ok
AB=A(HRF)

oN_,f_, AP +P AR
=M_R_AP+P_,AINRI+ AP A(NER)

The M_,R_, AF tarm i the infation-induced thange in
the peogran glven previoon benadits levals. The 4 P ANR
term s the inttcastion of Infistlon-Indueed changes and
chariges in paal besefiis 1evela during the corrent quartar.
In this pyticle, thaimteraction mmhaurihrut;;]hhﬂ-mn
el aithoogti Ukl i8 o the ide inlerpreta-
m:mmmz,ﬂnthuvu Pﬁtmmm
tarm are emall. Summdng these luro terme gived an esti-
mate of e inatbon-indwced change in the progyany <cpusl

to B S, Thizapproach Lo estimating thieinflka ion-dnduesd
changs by program i sonaistent with published erimates
of inlatlar-indurced chamges In high-employmant axpeodi-
tures. Ses Frank de Leeow and Thomms 3. Holloway,
“The High-Employment Budget: Revised Estimates and
Autematic [nflation Eifects,” Bunver 62 (Apell 1868); 32
4.
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particularly proncunced beginning
with the intreduction of indexing to
(ASDI, 881, and railread retirement
in the third quarter of 1975, and con-
tinuing with inflation adjusiments to
these programs in the third quarter of
each gubsequent year. The large ef-
fects in the third quarters of 1979,
1980, and 1981 are due to high infla-
tion rates during the periods upon
which the inmflation adjustments are
based and to the increesed size of the
adjusted programe.

Changes in transfer payments at-
tributable to legislation and other fac-
tors are calculated as the residual of
changes in total personal tranafer
payments less cycla-indaced changes
and inflation-induced changes. These
changes show two different patierns.
During the 1970-76 period, the
changes were very volatile; during
1976-81, the changss were relatively
stable. The volatility of the changes
in the 1970-T5 period is primarily due
to legislated socisl security benefit in-
creases. In addition, the changes in
1975 included a onetime payment
ander the Tex Rednetion Act of 1576
and legisiated temporary unemploy-
ment henefits. The stabflity of the
changes in the latler period occurs
aftar the importance of indexing in-
crepsed, suggesting that indexing has
replaced some of the tendency to leg.
islate benefit increases. The relatively
sharp increase in the third quarter of
1980 was due to amall benefit in-
creages in a nember of programs;
there wae no major change in any one
Prograim.

The sources of change in transfer
payments are cumulated in chart 11.%
Of the total change in the lavel of
transfer payments thyough the fourth
quarter of 1981 of 5242 billion, ¥116
bitlion, or 48 percent, was relsted to
automatic inflation effects: £18 Thdl-
lion, or 6 percent, was related to auto-
matic cyclical affects; and $113 hil-
lion, or 47 percent, wag related to leg-

. ‘The cumuliiion of the estimated changes n
transfer paymentg aitributabie 1w automalk inflablon
eiferts, antometic exelical efforts, and Jegialallon and
other Faclors s nol & okear indlcetien of the sifects of
thege sourcen of change oo the current level of toane
fer paymants Tnoaach quarier, thess changsa are cal.
culsted glven the inltial conditione al that k. Be-
caioiw Lbw dnitial conditions deptnd on all of the earlh
er chenges in the programs, nod joet changes altribut-
able kv mny ont source, cumuloted changes awtdbula-
bk to each paurce depend o part on the paet history
of the gihar sources, For this raasom, estimateg of the
a{focts of these pancoes of change o current program
lovmie must be inlerpratsd cauliously,
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islation and other factors. The auto-
matie effects of inflation on the levels
of transfer payments have increased
sharply since 1975, while the levels
associated with legislation and other

Taa 2. —Sources of Change in Federal
Govoarmment Tramsfer Paymenis lo Persons
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- factors show much slower growth
than during the 1970-75 period.

Growth in transfer payments was
broadly distributed across the major
transfer programs. The contribution
of these major programs to the
growth of transfer payments is dis-
cussed next.
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Major transfer paymenis programs

The major Federal Government
programs under which transfer pay-
ments to persons are made may be
placed in five categories: (1) social se-
curity (excluding medicare); (2) other
retirement and disability programs,

IO S e ST~ £ MM e BB SRR PRI AT b
Sources of Change in Transfer Payments to Persons
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which consist of Federal civilian re-
tirement, military retirement, rail-
road retirement, FECA, and the black
lung program; (3) medicare; (4) pro-
grams with a needs test, which con-
gist of SSI, food stamps, veterans pen-
sions and disability, and the earned
income credit; and (5) other programs,
which include unemployment bene-
fits, veterans readjustment, and veter-
ans life insurance. Table 3 shows
these categories as a percentage of
total transfer payments, and chart 12
shows the dollar levels of each catego-
ry.
Social security was the dominant
category throughout the period, ac-
counting for approximately one-half
of total transfer payments. Other re-
tirement and disability programs
showed a slight upward trend and av-
eraged 14 percent of the total. Medi-
care took an increasing share, up
from approximately 11 percent during
the early 1970's to over 14 percent in
recent years. The programs with a
needs test accounted for approximate-
ly the same share at the beginning
and end of the period, with some vari-
ation during the middle years. The
“other programs” category showed
considerable variation—from a low of
10 percent of the total to a high of 20
percent—due to the strong cyclical
sensitivity of unemployment benefits.

Social security—Social security pro-
vides monthly benefits to insured re-
tired and disabled workers, and their
dependents or survivors. Provision of
retirement benefits began with the
enactment of the Social Security Act
in 1935; dependent and survivors
benefits with the Social Security
Amendments of 1939; and disability
benefits with the Social Security
Amendments of 1956, Social security
36 million
beneficiaries in 1981, and amounted
to §139 billion (table 4),

The $#107 billion increase in social
security benefits since 1970 can be at-

tributed to the steady growth in the

age-eligible population (over age 62),
legislated benefit increases, automatic
cost-of-living adjustments (COLA's) to
benefits through indexing, and rising
initial benefits. The growth in the
age-eligible population is the primary
cause of the nearly 10 million in-
crease in the number of beneficiaries
gince 1970, Over one-half of these ad-
ditional beneficiaries began receiving
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Cumulation of I}IllnEt Aftributable to Automatic Inflation Effects,
Automatic Cyclical Effects, and Legislation and Other Factors
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benefits through early retirement
{i.e., between the ages of 62 and 64).7

The benefits per social security ben-
eficiary were increased across-the-
board twelve times during 1970-8L.
The first five increases were directly
legislated benefit increases; the last
seven were COLA's made under in-
dexing provisions delineated in the
Social Security Amendments of 1972,
effective in 1975. The percentage in-
creases in social security benefits are
shown in table 5 along with the per-

7. Between December 1970 and December 1978, the
number of beneficiaries increased by B4 million. OF
the 84 million, 51 milllon were retired-worker
beneficiaries, of which 50 million began receiving
benefits through early retirement. It is assumed that
early retirement was ns prevalent among the addition-
ol beneficiaries from December 187E to December
1981. Social Becurity Administration, Secial Securify
Bulletin: Annual Statistical Supplement, 1880 p. 156,

Automalic infatian

-3 18k}

cent changes in the Consumer Price
Index (CPI) corresponding to the
period between benefit increases. The
legislated benefit increases were con-
siderably larger than price increases
prior to indexing; after indexing
began in 1975, the adjustments to
benefits were generally smaller than
the contemporaneous increases in
prices.® While indexing has contribut-

B. Under the procedures used to index social secu-
rity and most other indexed programe, benefit in-
creases will be leas than the contemporaneous in-
crease in prices during accelerating rates of price
increase, and more than eontemporancsous price in-
ercases during periods of decelerating rates of price
increase. This difference oocurs because the adjust-
muent to benefits lags the change in the price indes
ueed to index the program. For example, soclul secu-
rity benefits are adjusted in July of the current year
om the basis of the ehange in the CPI from the first
quarter of the previous year to the first quarter of the
current year.
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ed a large amount to the dollar levels
of social security, it is possible that
benefit increases might have been
even larger in the absence of index-
ng.

Although legislated actions and
automatic COLA's are responsible for
most of the increase in benefits per
social security beneficiary, the caleu-
lation of the initial benefit is also a
factor. Initial benefits depend on the
primary insurance amount (PIA),
which is the amount payable to a
worker entitled to a retirement bene-
fit at age 65. Percentages of the PIA
are used in calculating early retire-
ment benefits, benefits for dependents
or survivors, and all other benefit
amounts, The PIA is calculated on
the basis of a worker's covered earn-
ings history; therefore, rising earn-
ings have given higher PIA's to
successive groups of retirees. Prior to
the Social Security Amendments of
1977, a flaw in the procedure used to
calculate the PIA also contributed to
the increase in initial benefits.?

Other retirement and disability pro-
grams.—The five programs in the
other retirement and disability cate-
gory paid benefits of $40 billion in
1981. Three programs that cover both
retirement and disability—Federal ci-
vilian retirement, military retire-
ment, and railroad retirement—pro-
vide monthly benefits to retired or
disabled workers, or their survivors.
Federal civilian retirement consists
largely of Civil Service retirement
benefits first paid under the Civil
Service Retirement Act of 1920, but
also includes Foreign Service and
Federal Reserve Board retirement
benefits. Military retirement benefits,
which were first paid under legisla-
tion passed in 1861, constitute the
oldest major program.' Railroad re-

8, Between 1975 and 1978, inflation automatically
incremsed not cnly the benefits per existing benefici-
ary but also the ratio of the PIA to covered earnings
for future beneficiaries. Because future beneficiaries
wWere r.-scp:-ur.,nd io receive both a higl‘mr level of varn-
ings partly attributable to inflation, and a higher ratio
of the PIA to earnings due to inflation, their benefits
were overindexed The 1977 Amendments eliminated
this Maw,

10, Legislation passed August 3, 1861 authorized re-
tirement benefits for officers who retired after 40
vears of service. This legislntion also established n dis-
ability retirement system. A 178D resolution of the
Continental l:‘.u-ngri-sa:u first puthorized survivors bens-
fits. Bee U5 Department of Defense, Military Com-
pensation Bockground Papers: Compensation Elements
and Related Manpower Cost Ttems—Their Purpose and
Legislative Bockground (Washington, D00 U8, GPO,
1976, pp, 145-175,
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tirement benefits were established by
the Railroad Retirement Act of 1937,

Two programs—FECA and black
lung benefits—cover only disability.
FECA benefits, established by the
Federal Employees Compensation Act
of 1916, are payments to Federal em-
ployees or their survivors for job-re-
lated disability or death. Black lung
benefits, established under Title IV of
the Federal Coal Mine Health and
Safety Act of 1969, provide compensa-
tion to coal miners disabled by pneu-
moconiosis or to their survivors,

The growth in the number of
beneficiaries in these five programs
and rising benefits, primarily through
indexing, have been the most impor-
tant factors in the dollar growth of
other retirement and disability pro-
grams. The number of beneficiaries
and benefits paid under these pro-
grams are shown in table 4.

Federal civilian and military retire-
ment, like social security, have grown
partly due to demographic changes—
particularly increases in the retire-
ment-age population. These changes
are a major reason for the near dou-
bling in the number of beneficiaries
of these two programs, although eligi-
hility for military retirement occurs
after 20 years of service regardless of
the age of the individual. The number
of railroad retirement beneficiaries
has not changed substantially from
the 1970 level because of a decrease
in the level of employment in the rail-
road industry. FECA beneficiaries
have increased steadily since 1970 due
to increases in injury rates. Black
lung beneficiaries rose sharply in the

Table }.—Composition of Federal Government Transfer Payments to Persons

Percentage of trans(er paymanis 1o persons
T’;‘;j” (mher il !
Social redin-
mnts b ' Pro-
Year reons | 2ECUTI sy Mied ! Brami D”*ﬁ:
thillicna texclud- and " | witha BT
ing dln:tlll- care Baads g'fnml
m ¥
diallars il prie [ !
grams
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BiL5 B 185 07 ik 142
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Table 4.—Beneficiaries and Benefits of Federal
Government Transfer Payments Programs

Benelits (billions
of dodlars)

Berwficiaries
imillions!

Program : -
L3T0 1461 1570 1981

Bocial security

leneluding medicnre ., HE 45.8 214 1ERT

Other retirement and
dismhility programs:

Federal civilian
retirement ... s
Military redi pemend
Rl road et ireman
Workers'
numpn_'luih:]'u For
Federnl amplo
IFECAI . m
Coal miners’
desability and
sarvivar henefits
iblack lung
PROEFAE | A 1 17

o
=k bn

i 5
-
=

Madicare ... ... a4 187 11 LER]
Programs with a nesds
Lok

Sapplemental
SpOUFILY income
22| PEAEERRRESEE (LR L B .

Food stamps............ hi.B 4 L1 11

Velerane penaons
and surviver

Other trunsfer
Prigrnms: |
Uneanployment
herfits, LT 2T L 15.6
Yoterans life
IRFUFARCE .o ree e ] 4 H 1.4
Yeterans
rendjusiment...... .. L& Lo LE (K]

1 _N!Ihlhlh' f bepeliciarss rommbumsed ander supplementory
madical insuranees _—
2 Numbar of heneficiaries ks nob availabbe fur 1981

first few years following the initiation
of the program, then leveled off in
1974 to levels similar to those of the
current program, as most eligible
beneficiaries became enrolled.
Changes in benefits per beneficiary
in these five programs are primarily
related to inflation-induced changes
through automatic COLA's. Four of
the five programs—railroad retire-
ment is the exception—have been in-
dexed since 1970; railroad retirement
benefits were indexed in 1975, at the
same time as social security. Table 6
shows the percent change in benefits
per beneficiary by year attributable
to automatic COLA's for major in-
dexed programs. The cumulative
effect in dollars is large: A beneficiary
receiving a $100 Civil Service retire-
ment or military retirement benefit
early in 1970 would receive $254 by
the end of 1981; a beneficiary receiv-
ing a $100 FECA or black lung benefit
in early 1970 would receive $235 or
$188, respectively; and a beneficiary
receiving a $100 railroad retirement
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benefit in early 1975 would receive
R1g2r v Ap additonal factor affect-
ing benefit levels is the initial benefit.
The initial benefits of four of the five
programs—black lung benefits are the
exception—are sensitive to past earn-
ingas and have in¢remsed with in-
craaess in earnings.
Modicare —Medicare, established
by the Social Security Amendments of
1965, provides benefits for hospital
care, physician’s services, and other
medical eervices. It consiste of two
parts: hospital insurance (HI) benefits
and supplementary medical inserance
(8MID) benefits. HI benefits cover part
of the cost of inpatient facilities or
home health services SMI benelits
pay part of the cost of services and
supplies provided by physicians end
gt hoapital outpatient facilities, and
pays all of the cost of radiclogy, pa-
thology, and home heslth =ervices
Persons 65 or older and entitled to
social security or railroad retivement,

L. FECA benefila exe not indwiid in the same wey
for wil benehcioreen, Baneflts payahle to abort-lerm
benelciarins ors Hnked to the Gemeral Schedile of
Frdural Government emgloysr solarien The benefite
paysble to long-bevno temeliciarias moe linked ta
chenges in the CP] Tha estimiabed B35 banafit shown
is caleulated for o lang-lerm benefloiany,

|12, Rpilroad retirememit bapelita ara af ten [ypes
Tier T banotlte—bossd on the berfiary's combined
milroed end socinl sscurity earningy—and Tier 0
banelite=hated oo the beneficiary's railroed mdusiry
sarnizgs wid servie alone. Tisr T benafits are lndexed
in the geme way an social securlty benelite end onder-
Lie the 3182 benefit estimato shown, Ther 1 benefila
e Had to Tier [ benafil; They increassd by 228 per-
cent of the Tier 1 benefit dncrease, The Mest automotic
Infistlon adjustment bo Thor [ beneiita was in 1977,
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beneficiaries of social security or rail-
road relirement disability, and cer-
tain renal disease patients are eligible
for HI benefits automatically. Other

66 or older may receive HI
benefits provided they voluntarily pay
premiums. SMI iz wvoluntary and
avallable to all persons 65 or older
and any other person entitfed to pro-
tection under HI.

In 1981, medicare benefits amount-
ed to $48 billion with 28 million eligi-
ble bencficiaries (table 4). Under HI
hanefits, 7 million beneficigries were
reimbursed; under SMI benefits, 19
million beneficiaries were reimbursed.

The %34 billion increese in medi-
care bepefits ginee 1570 ran be attrib-
uted to the incrense in the number of
beneficiaries, liberalization of pro-
gram eligibility and coverage, and the
impacts of inflation. The demographic
factors that caused the increase in the
nuember of soclal security henefici-
aries are a primary cause for the suhb-
stantial growth in the medicare case-
load. HI coverage rose from 20 million
in 1970 to 28 million in 1981. Most of
this sdditional coverage was due to
new social security beneficiaries.
However, some of the expanded cover-
age occurred through the liberaliza-
tion of the medicare program. For ex-
ample, the Social Security Amend-
ments of 1972 exiended benefita to
disebled individuals eligible for social
security or reilroad retirement dis-
ahility benefits and to end-stage renal
disessa patients effective July 1, 1973,

Some part of the increase in benefit
paymants can be attributed to more
advanced and comprehengive treat-
ment methods. Also, the services cov-
ered by medicare have been expanded
gince 1970, For exampls, the Social
Security Amendmentz of 1972 pro-
vided for coverage of phywical ther-
apy. speech pathelogy, chiropractor
services (limited to treatment of the
spine), and several other services. The
Sovial Security Amendments of 1977
expanded coverage to include gervices
in rurel health clinics.

However, it i3 clear that a major
factor in the increase in the level of
benefit payments is the increase in
payments per beneficiary. Increases
in payments per beneficiary are pri-
marily due to the sensitivity of the
program to the price of medical care;
rising prices will sutomatically in-

Onitoher 1982

creage henefit payments, Table T -

shows percentage changea in the CPL
atd the medical cave component of
the CPI. The medical care component
increased 167 percent from December
1983 to December 1981, compared
with 143 percent in the overall CPL
The more rapid increase of medical
care prices relative {o the incresse in
overall prices has contiributed signifi-

cantly to the cuwrrent eize of medi- -

care,?

FPrograms with & needs tesi—Pro-

grams with & needs tost are programs -

with income limits ae an eligibility re-
quirement. These programs were $31
Billion in 1981 and consist of 331, food
ptamps, veterans pensions and disabil-
ity, and the earned income credit.

851 benelits, established by the |

Social Security Amendments of 1972
to replace several Federal-State pro-
grams, are en income floor for aged,
blind, or disabled recipients who have
little or no income or asseis. Food
gtampa, outablished hy the Food

Stamp Act of 1864, provide coupons -

redesmahle for food at most retail
food stores. Veterans pensions and
disebility provide benefit payments to
Jow-income veterans over €5 with
wartims service, or their survivors,
and to veterans disabled in active mil-
jtary service, or their survivors. Vet-
erans pensions are the element with a
needs test. The earned income credit,
established by the Tax Reduction Act

of 1975 and first paid in 1976, is re-

ceived by low-income workers who
maintain & household and claim de-
pendent children az exemptiona. The

number of heneficiaries and benefits ~

paid under these programs are shown
in table 4.

The riging number of haneficiaries
and benefits per beneficiary sre re
gponsible for the dollar growth in pro-
grams with a needa test. The number
of 821 beneficiaries has changed very
little from 1974d—the first year of the
program. The start of SS5I is a major
reason for the sharp increese in 1974
in this category in level and as a per-
centage of transfer payments (table 3

¢

arnd chart 12) The number of food ©

stamp beneficisries more than dou-

15 Hoapitsl iatranee daduetiblen snd same medi

CubE COHRM LT SO0UNLE Abe 20 san thre to inflabiso
and provide pame ofget bo the impacte of miation o
tenefite per benaficiary.

)
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bled gince 197¢. The Food Stamp Act
Amendments of 1%71 established
national eligibility standarde and
authorized free food stamps to the
poorest beneficiaries. Subsequent. leg-
islation in 1973, 1977, and 1979 con-
tributed ko the gharp increasas in the
number of food stamp beneficiaries by
liberalizing requirements for the re-
ceipt of food stamps. The number of
iciaries is also gengitive to the
lavel of unemployment. Thie sensitiv-
ity arcounts for part of the shayp in-
crease {n the number of beneficiaries
n 1975 and in 1980. The number of
benefictaries of veterans pensions and
dizability has remained relatively
stabie gince 1970,
The benefits of SS8I, food stamps,
and veterans pensions and disability

are indexed {table §.) Indexing for 551
is the game as that for social security.
Food stamp benefits arve inflation-ad-
jusied to be conmsistent with the
Thrifty Food Plan—a group of low
cost foods considered by the U.S, De-
partment of Agriculturs to be nuotri-
tionally adequate for warious house-
hold sizes. As the cost of the Thrifty
Frod Plan rises, food stamp benefita
rise. Veierans pension baneficiaries
consist of thres gronps: “old law”
benaficiaries, "naw law" beneliciaries,
and “improved law” beneficiaries;
only the last are indaxed. Veterans
disebility payments are not indexed.

Indexing has been the only source
of adjustment tc S5I benefits per ben-
eficiary. Legislation has coniributed
to the inerease in veterans penslons
and dieahility through periodic bene-
fit increases and to the increase in
food stamp bensfits through modifica-
tiens in the procedures used to caleu-
late benefita One modification in the
calcutation of food stamp benefits oc-
curred in 1979 when legislation al-
lowed a medieal deduction for elderly
and dizabled boneficiaries. The modi-
fication increased Lenefits because, in
caleulating benefits, available income
after deductions of allowed items and
benefits vary inversely.

thar transfer  programe—Other
transfer programs were $28 billion in
1881, end consist of unemployment

benefits, veterana life insurance and
readjustment benefits, and a number
of small programs.** The number of
beneficiariea and benefits paid are
shown in table 4. Since 1970, the
dollar levela of these programs have
baen more variable than those of the
other fonr categeries, primarily he-
cause of the strong cvclical senaitivity
of unemp t benefits. 'Thesze
banefits, which include Stete unem-
ployment insurance benefits, railroad
unemployment benefits, Federal em-
ployes unemployment benefiis, and
veterans uremployment bepefits, are
by far the largest program in the cat-
EFOTY.

Unemployment benefits, firat paid
under the Social Becurity Act of 1985,
are temporary benefits to workers to
offset part of wages lost due to inval-
utary unemploymaent. Sinee 1970,
these benefits have fluctuated sharply
with changes in the business cycle.
Beguler unemployment benefits are
paid up to 28 weeks of unemploy-
ment; extendad unemployment bene-
fits were automatically paid for an
additional 13 weeks during periods of
high national unemployment until
recent iegislation eliminated the re-
fuirement that States autematically

I4. Crther mmall prograna includs payients bo non-
profit inathvtions, akd to stodents, and terminal leave
pay for vaterape,
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provide extended bemefits. Lagisla-
tion Blao provided a temporary exten-
sion of benefits beyond 39 weeks with
the Federal Supplemental Benefits
(FEB) program and special benefits
with the Supplemental Unemploy-
ment Assistance (STJA) program be-

ginning in 1874, FSB provided an ad- -

ditional 26 weecks of unemployment
benefits heyond regular and extended
henefits; SUA provided 39 weeks of
henefits i0 workers in industries not
covered by unemployment insurance.
FS8B and BUA benefits ended in 1978
Takle 8 shows the national unemploy-
ment rate and anemployment bene-
fits by category.

16 Hearly all extonded unemploymant benaflts are
pakd urder State ghemplOyment IMBUKANCE PrOKTEML
Extended benafila began with the Federal-State Ex-
tended Unemplowovent Comspenaation Aet of 159ML
Untll passage of the Omnibus Keconellistion Act of
{8E1. affective Septamber 1, 1981, all Seatey paid e
temded banlits whan the sensonally adjusted natboes!
inaured wnemploynt fale waa 45 percent or owre
during the most recent 13 wosks, Thin netionel rigger
st 2l when the ssaponally adjusted patiora) inpoared
unempleymant rata was Iwss than 4.5 percent for the
vost revant 13 weeks When the national tThgger was
pil, individoal Stetes coald pay edtended Yendhts if
thair ingured unemployment rate for the mogt vecant
13 waeia was st least 4.0 prresnt and 120 parcant of
thedr raie daring the corresponding period of the pre-
ceding 2 yuere. T States could opt to substitute o 5.1
percent. minimum e, The Omnibwg Reconciliation
Ast oliminaled the natdenal trigrer and replaced Uhe
previous mandatory 440 paccant State frigger with 54
parcint, amd Lhe previous optionsl &0 petoent Stats
triggar with 6.0 pereent The adpsmimepts to the State
triggers becomes effective Soptember 26, 1982,
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The level of unemployment benefits
per beneficiary s partly determined
by the previous earnings of the bene.
ficiary. To the extent that inflation
has affacted weges, unemployment
benefits have increased as a result of
inflation. However, aa table 8 clearly
indicates, the level of unemployment
benefits primarily reflects the level of
unamployment.

Veterans life ipsurance benefits,
largely conszisting of insurance au-
thorized by the National Barvicemen’s
Life Insurance Ack of 1940, have
ateadily increased aince 1970. Because
the last new policy was issued in
1951, the number of outstanding poli-

cies will confinuscusly decline and
aventually cause & decline in benefit
poayments. However, in the short-run,
benefits are expected to increase as
existing policyholders' ape and death
benefit claime rise. Veterans readjust-
ment benefits, beginning with & sovies
of laws covering World War IT veter-
ane, are payments o veterans for
education and training to assist in the
successful reintegration inte civilian
lifse. Rsadjusiment benefite rose
sharply as a result of the Vietnam
War to peak at 551 billion in 1275,
but declined sharply to $1.% billion in
1981, Beadjustment benefits zre ex-
pected to continue to decline az more
veberans reach their delimiting date.

b



